	
	


[image: ]
Guide to writing a Board Financial Management Narrative

The primary purpose of the Financial Narrative is to encourage a forum for discussion and decision-making related to the organization’s financial direction and goals. This template should be used to create a narrative summary of current financial results which are shared regularly with Board and Executive leadership, and information included should be based on an analysis of the organization’s financial statements and relevant financial data. 
Key reminders for writing a financial management narrative:
· The narrative should accompany key financial reports and reflect the same story
· A narrative document doesn’t require lengthy prose – keep it short and simple
· When possible, use visual representations of the data to support the written narrative
· The overview may be similar from month to month – be sure to amplify any changes that might have occurred
Overview
The overview should provide a “big picture” view of the organization’s current financial condition and its programmatic focus. This introductory section should generally address the following questions:
Refresher Info:
· What are the priorities for the current year, both programmatically and financially? 
· How does the approved budget broadly support these goals? How does it support the organization’s overall strategic priorities?
Current Updates:
· What has the organization achieved in the current fiscal year to date?
· What are the primary financial opportunities ahead? Challenges? 
· What new programs/initiatives or other programmatic changes are we engaged in or planning? 
Always Consider: What are the key questions/areas in which you would like the board’s input or feedback?
FINANCIAL SUMMARY AS OF [INCLUDE MONTH & YEAR] 
STATEMENT OF FINANCIAL POSITION
Reserves & Net Assets
An organization’s Liquid Unrestricted Net Assets (LUNA) – also referred to as “operating reserves” – is the portion of unrestricted net assets that can be converted to cash relatively easily. It is a measure of funds available to an organization for guarding against downturns, pursuing new opportunities, and providing working capital in times of low cash flow. Organizations with Board-Designated funds may opt to remove them from their Unrestricted Net Asset[footnoteRef:2] balance prior to calculating LUNA for a more conservative view. Fixed assets which cannot easily be liquidated should also be removed. [2:  In this document, the term “Unrestricted Net Assets” is being used in lieu of “Net Assets Without Donor Restriction”] 

Include the following information:
· Current LUNA balance in dollars as well as the months of operating expenses that balance will cover
· Trends in the LUNA balance: has there been an increase or decrease? In what time period?
· Reminder of organization’s LUNA benchmark, as defined by Board and Leadership 
· Current net asset composition
Cash-on-Hand
Months of Cash-on-Hand is a measure of the number of months of operating expenses an organization can cover with currently available cash and cash equivalents.
Include the following information:
· Current months of cash-on-hand and cash benchmark as identified by Board and Leadership
· If cash-on-hand covers less than the benchmark months of expenses, a summary of the activities and actions leadership plans to take to ensure adequate cash to sustain operations
Other Items
As applicable, include information on the following:
· Significant aged payables or receivables 
· Balance on the line of credit and other notable debt items
· Details on acquisition or disposal of fixed assets
STATEMENT OF ACTIVITIES 
Operating Results & Year-End Forecast
Operating results are the difference between unrestricted revenue and expense. Operating results are the key source of accumulation or depletion of reserves, signaling the sustainability of the business model. Positive operating results build reserves, while negative operating results deplete reserves or increase debt.
A year-end forecast projects the anticipated operating results of an organization through the end of the fiscal year. Year-end forecasts use all revenue information available to date, paired with the projected expenses for the remaining months of the fiscal year based on management’s intended plans. 
Include the following information:
· Year-to-date excess (or deficit) of revenue over expense, compared to budget and the year-end forecast
· Brief remarks on the drivers of primary expense and revenue variances
Revenue
Include a description of the organization’s overall revenue forecast for the year, with comparisons to the prior year’s budget and year-to-date financials. A high-level chart or graph summarizing actual and forecasted results, by revenue category, may be useful to include in this section.
Include the following information:
· Highlight primary revenue categories that are significantly over or under their budget targets for year-to-date and describe what is driving the variances. 
· Provide backwards-looking context: what significant revenue-generating activities, opportunities, or challenges has the organization encountered in the past month or quarter?
· Provide forward-looking planning: What does the organization need in order to achieve its revenue targets? Where might there be anticipated funding gaps?
For revenue streams where there is significant uncertainty, discuss the pipeline and likelihood of revenue receipt. For instance, include information on which grants/contributions are committed, pending, and “to be raised,” providing clarity on the criteria for each category.


Expenses
Include a description of the organization’s forecasted expenses for the year, with comparisons to the prior year’s budget. A high-level chart or graph summarizing actual and forecasted results, by program and/or expense category, may be useful to include in this section.
Include the following information:
· Highlight primary expense categories that are significantly over or under their budget targets for year-to-date and describe what is driving the variances. 
· Provide backwards-looking context: what significant activities, opportunities, or challenges has the organization encountered in the past month or quarter that may have impacted expenses?
· Provide forward-looking planning: How will the organization stay on track through the remainder of the fiscal year? Are there expenses that are expected to significantly grow or shrink in the remaining months of the year?
OTHER ITEMS
Contingencies and Alternate Scenarios
If the organization is considering any future events or developments that could materially affect the year-end forecast, discuss those here. These events might include larger macroeconomic changes (e.g. inflation, interest rate increases, recession, etc.), sudden reductions in revenue, or the possible receipt of a large, unanticipated grant.	
Financial Calendar of Activities
Include a summary of upcoming finance and operations activities of which the Board should be made aware. Examples include:
· Upcoming schedule for filing IRS Form 990 or completing the annual audit
· Timing of annual review of fiscal policies and procedures
· Schedule of events for the next annual budget process











BDO USA, P.C., is not a law firm and does not engage in the practice of law.  Information provided in this tool is meant to be general in nature and should not be acted on without professional advice tailored to your organization’s needs.  Please confer with legal counsel and/or other applicable professionals that you deem appropriate before taking or refraining from taking any action based upon any information provided while using this tool.
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